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Dear Sir

We have conzidered your application for recognition of exemption from Federal
income tax under section 501(c) (4} of the Internal Revenue Code and have

determined that you do not gqualify for tax exemption under that section. Our

;e;sons for this conclusion and the facts on which it is based are explained
elow.

The purpose of your orgsnization is to represent the lot owners in your
development known as [ . 2nd to make arrangements for
services such as snow remvval, maintenance of private open spaces and
stornrater management ar¢as as requirad by the maintenance declaration
submitted with your application.

The activities of your organization consist of coordinating activities related
to the maintenance of private open spaces, stormwater management areas and
8now removal,

Your income is derived from membership dues.

Expenses are shown for activities related to your purposes such as snow
removal and drainage basin maintenance.

Section 501(c)(4) of the Code provices for the recognition of civic leagues,
social welfare. organizations, or other orgamizations, not organized for
prqfit, but operated exclusively for. the promotion of social. welfare.

Section 1.501(c){4)~1{a) {2} (i) of the Federal Incoms Tax Regulations provides
that an organization is operated exclusively for the promotion of social
velfare if it is primarily engaged in promoting in some way the Jommon good
and general welfare of the people of the coumunity. An organization embraced
wvithir this section is one which is operated for the purpose of bringing about
civie betterment and social improvements.

In Commissioner v. Lake Forast, Imc., 305 ¥. 2d 814 {1962}, the Court held
that an organization was not organized exclusively for the promotion of social
welfare when its activities partake largely of the nature of an economic and
private cooperative undertaking. The Court also stated that an organization
seeking tax exemption under section 501{c)(4) must briny itself within the
terms of the statute granting ezemption to claim the benefit it affords.
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The Court then explainsd that tha qanizatibn's activil ‘while avail

l2ins 3t tha or 3 ctivities, vhile available
to all citizens eligible for membership, were not bensfite municipal or public
1n nature. HNor were they bestowed on the community as such,

In this case the organization iz operated prinariiy for the private benefit of
rembers and aay henefits to the comaunity are net sutficient to mest the
requirement of the regulations that the organization be operated primarily for
the common good and general welfars of the people of the community, The
organization herein is a private cooperative enterprise for the econcmic
bsnefit or convenience of itn members.

Revenue Ruling 72-102, published in Cumulative Bulletin 1972-1, on page 149,
states that a nonprofit organization formed to preserve the appearance of a
heusing development and to maintain astreets, sidewalks and common areas for
uge of residents 1s exempt under 5Gl{c){4). Membership is required of ail
owners of real property in the development and assessments are levied to
support the organizations activities. It was held that by malntaining the
property normally maintained by a municipal government, the organization
served the common good and geperal welfare of the ¢ommunity,

Revenue Ruling 74~99, published in Cumulative Bulletin 1974~1, on page 131,
modified Revenue Ruling 72-10% by stating guidelines under which a homeowners’
agsocigtion could ‘qualify for exemption uader section 501fc) (4} of the Code,
Gne guideline is that » homeowners' association mush serve a2 community which
bears a reasonable recognizable relationship to an area identifled as
governmental in order to qualify under sectien 50i(c}(4).

This ruling reads in part: "R community within the meaning of section

801 {cy {4} and the regulations is not simply an aggregation of homeowners bound
together in a structural unit formed as an integral part of a plan for the
development of a real estate division and the salz of homes therein. Although
an.exact delineation of the boundaries of a “community" contemplated by
section 501(c) {4} is not possidle, the term as -used in that section haa
_traditionally beer construed as having reference to a geographical unit

' bearing s ‘redsonable’ recdgnizable, relationship fo ap srea ordinarily
‘jdentified &g a governmental subdivision.or a umit or district thereof."”

The araa served by your activitiss is a private residential housing
development. Such an area does not comstitute a "compunity" within the

meaning of 301{c} (4} and the underlying regqulations.

Revenue Kuling 80-63 published in Cumulative Bulletin 1980-1, on page 116,
brings out the peint that a homeowners' association that does not raprasent a
community cannot restrict the use of its facilities and aress and be tax
exempt uwnder section 501(ct{d).
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Revenue Ruling 74-99 states that "....Revenue Ruiing 72-102 was intended nnly
to approve ownership and maintenance by homeowners' associations of such araas
as roadvays and parklands, sidewalks and street lights, sceess to or for the
use and enjoyment of which is extended to members of the general public, as
distinguished from contro’ied ussz or access restr1cted te the members of the
homeowners® agsociations,

Examples of common asreas are roads, sidewalks, street lights and parklands.
You restrict the use of your common areas to your members who own or rent lots
in the development. &ccess to or the use and enjoyment of the common areas is
not extended to the gemeral public. Your common areas are for the private use
of the merbere of your organization.

Based on the information submitted, we have determined that your organization
iz operating in essentially the sams manner as the organizaties described in
Revenue Ruling 74-99 and therefore we hold that you are primarily organized
and operated to provide services for the personal bensfit of your members and -
pot primarily for promoting in some way the common good and. general welfare of
the community. Any benefits to the community ars not sufficlent to mest the
requirement of the regulations that the organization be aperated primarily for
the common good and general welfars of the people of the community.

One of the purposes of Revenue Ruling 74-9% di¢ to preciude recogrition of
exemption of homeowners' associations that serve privats ratheyr than public:
interests. VYeour servic.s do not benefit a community bhecause they are limited
to the members of your houvging development. Eevenus Ruling 72-102, published
in Cumulative Bulletin 1972-1, on page 149, states that a nonprofit
organization formed to preserve the appearance of 4 housing development and to
maintain streete, sidewalks and common areas for usé of residents is exempt
undex 501{c}{4). Hembership is required of all owners of real properiy in the
davelopment and asgessments are levied to support the organizations'
activities. It was held that by maintaining the property ncrmally maintained
by a municipal gowernment, the organization seérved the common good and general
welfare of the community.

‘Tt is held that the direct sconomic benefit from your activities(is for the
benefit of your memberg as individuals and not for the direct benefit of the
conmunity as a whole. Accordingly, yon are not primarily engaged in promoting
the common good and general welfare of the people of the community.

Therefore, we have concluded that you do not gqualify for ezemption from
Federal income ax as an svganization described in section 501(c) {4) of the
Internal Revenve Code, In accordance with this determination, you are
required to file Federal income tax returns on Form 1130.
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Your attention is called to section 528 of the Interpal Revanue Code which was
added by the Tax Retorm Act of 1976. This section provides that, in gertain .-
circumztances, a non-exempt homeowners' association may elect not to taxed on
its "exempt function income" which includes membership dueg, fees ox '
assessments from owners of real property. The slection is made by filing Form
1120H. If you determine that your ergarization qualities under section 538,
you may find it beneficial to make this election.

Ii you do not agree with our determination, you may request consideration

cf this matter by the Office of Regional Divector of Appaals. To do this you
should file a written appeal as explained in the enclosed Publication 892.
Your appeal should give the facts, law, and any other informatios to support
your position. If you want a hearing, please request it when you #ilg your
appeal and you will be contacted to arrange a date. The hearing moy be held
at the regional sffice, or, if you request, at any mutually convenient
district office. If you will be represented by someone #hp is not onas of your
principal officers, that person will need to file a power of attorney or tax
inforamation authorization with us.

If you don't sppeal this determination within 30 days from the dats of this
lotter, as explained in Publicaticn 892, thie letter will becoms our final

determinaticn on this matter.

Appeals submitted which do not contain all the documentation raquired by
Publication 892 will be returned for completion.

I¥ you have any questions, please contact the persen vhese name and telephons
number are showe in ths heading of this letter.

bBistrict Pirsctor

Fnclosure: Publication 892




